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Mr. Chairman and Members of the Committee: 

kJkG!k Ry, 
, ,,Mr Chairman, we reviewed the Administra- 
I tion's implementation of certain provisions of the Export Ad- 

ministration Act of 1979 which require consideration of the 

domestic economic impact of foreign policy controls. Specifi- 
cally, we reviewed Administration compliance w ith th? Act's 

provisions requiring (1) consultation, as appropriate, w ith 

businesses affected by the proposed controls and (2) considera- 

tion'of the economic impact of such controls before imposinq, 

expanding or extending them. 

To do this, we reviewed the Administration's actions in 

four recent cases in which export controls were imposed for for- 

eign policy reasons. These cases are: the controls on oil and 



qas-related exports to the Soviet Union of December 30, 1981. 

(imposed in response to martial law in Poland)' and June 22, 1982 

(known as the extraterritorial controls), and the controls on 

exports to Libya of October 28, 1981 and March 12, 1982. We 

also examined the process by which existing export controls for 

South Africa were relaxed durinq 1981 and 1982. 

FORMAL CONSULTATION WITH BUSINESSES 
DID NOT GENERALLY TAKE PLACE 

The Administration carried out what might be called formal 

business consultations in only one of our case studies--the com- 

prehensive export controls for Libya imposed March 12, 1982. In 

this case, Commerce and State held a meeting with known and 

available U.S. exporters to Libya on March 4, 1982. Commerce 

extended the invitation to these businesses only one day before 

the meeting was held and did not inform them of the purpose of 

the meeting. It did solicit comments on the proposed controls 

from the participants but required that.any comments be received 

by March 5. Business representatives were highly critical of 

this approach to business consultation because of the difficulty 

of producing detailed information on such short notice and 

because it appeared that the decision to impose export controls 

had in fact already been made. In the other three cases, there 

was either no consultation or only last minufe phone call$ were 

made to a few major U.S. exporters. 

The Administration's reasons for the lack of formal busi- 

ness consultations before imposing export controls included 

(1) the need to avoid leaks which might dilute the foreign 
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policy impact of the. control decisions and (2) the desire to 

deter measures from being taken by the target countries and by 

U.S. exporters to circumvent the controls. 

ADMINISTRATION KNOWLEDGE 
OF BUSINESS CONCERNS 

Despite the minimal formal business consultations, the 

Administration was aware of business' key criticisms of foreign 

policy export controls well in advance of the Soviet control 

actions. It was public knowledqe in mid-1981 that the Adminis- 

tration was reviewinq trade with the Soviet Union and that one 

issue still to be decided was the degree to which U.S. suppliers 

of oil and gas equipment would be permitted to participate in 

Soviet energy development. 

The Advisory Committee on East-West Trade has been a major 

forum for business-Government exchange on U.S.-Soviet trade. 

~ It consists of senior representatives of leadinq corporations, 

banks, law firms, and universities and meets quarterly to advise 

the Gove,rnment on current trade issues. Throuqhout 1981, busi- 

ness representatives advised the Administration about their key 

concerns throuqh this Committee. Such concerns included (1) the 

doubtful effectiveness of unilateral U.S. export controls in 

influencing Soviet foreign policy behavior because of the avail- 1, 

ability of alternate suppliers, (2) the need for close con- 

sultation with and stronq support from West European allies, 

(3) adverse consequences of violating signed contracts, (4) dam- 

aqe to their reputations as reliable suppliers, (5) foreisn sup- 

pliers replacing them in world markets by taking advantage of 
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unilateral U.S. export controls and (6) the difficulty of remov- 

inq controls if they proved ineffective, because of the foreign 

policy consequences of revising U.S. policy. 

During the 6 months between the December 1981 controls and 

the June 1982 extraterritorial controls, there was some public 

debate both in reaction to the December controls and in antici- 

pation of possible extension of the controls extraterritorially. 

Again many of the same points were made. 

There was less opportunity for business-Government exchange 

on U.S. trade policy toward Libya, since there was no trade ad- 

visory committee similar to the one on East-West trade. Never- 

theless, the deterioration in U.S. political relations with 

Libya during 1981 and 1982 was evident to public observers, and 

some businessmen started noticinq longer delays in getting ap- 

proval for export licenses for goods destined for Libya. 

Other forums for business-Government consultation are the 

President's Export Council and its Subcommittee on Export Ad- 

ministration and the 21 Industry Sector Advisory Committees 

(ISACs) set up under the Trade Expandion Act of 1974. The 

Council did reqister business' general concerns about foreisn 

policy controls during 1981 and 1982, but the ISACs, except for 

the aerospace ISAC, did not focus on foreign policy controls or 

provide cost information on the controls8 effects, 

The contribution that these advisory qroups can make in 

compiling information on specific economic costs of proposed 

'controls is limited. Proposed export controls are kept secret, 
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and even though committee members are cleared to discuss such 

matters, they cannot question their industry sectors about pos- 

sible economic costs. 

MINIMAL VALUE OF PUBLIC 
COMMENT PERIOD 

Businesses have two other formal opportunities to supply 

information and register their views on the impact of export 

controls: (1) the public comment period (usually 60 days) im- 

mediately after the controls are impbsed and (2) the comment 

period during the end-of-the year controls extension process. 

We found, however, that the extent and quality of the informa- 

tion that businesses are willing to provide during these stages 

is limited. This is attributable to their reluctance to have 

the public perceive them as sidinq with an uipopular target 

country if they oppose the controls and awareness that foreign 

policy considerations may deter the Administration from revers- 

ing its announced and widely publicized decision. In addition, 

some businesses are reluctant to make public detailed informa- 

tion on their expected losses or future trade strategies. It 

appears that most businesses view these public comment periods 

as pro forma exercises, with little likelihood of influencing 

policy decisions. 

GOVERNMENT ANALYSES OP ECONOMIC COSTS 

With respect to the specific issue of what eeonoeaic cost 

information was developed by Commerce staff and forwarded to the 

President or other decisionmakers before controls were imposed, 



we found that the Administration did have basic knowledge of 

direct export costs and the effects of the controls on some in- 

dividual companies. In general, it did not have the data to 

assess the controls' secondary effects, such as the consequences 

for future trade, impact on subcontractors, jobs, and government 

revenues. In this regard, we should qualify our comments by 

noting that top Government officials participated in the deter- 

mination process and their discussions are not part of the writ- 

ten record. 

Six days before the December 30, 1981, controls on the 

Soviet Union, Commerce informed the National Security Council 

that halting exports of oil and qas equipment would cost the 

U.S. economy about $210 million a year in reduced exports. This 

estimate was based on the value of licenses issued for oil and 

/ gas equipment during the previous year, augmented by knowledge 

of major upcoming sales. Commerce also noted that $80 million 

worth of oil and qas technology exports to the Soviet Union were 

denied in 1981 under prior foreign policy controls, but this 
/ 

amount was not included in the overall loss projection for 

1982. Commerce noted that the U.S. sells equipment that the 

Soviets prefer but that most of it is also available from 

sources other than the United States. 

Like the December 1981 controls, the June 1982 extension of 

controls extraterritorially was the result of a lengthy debate 

within the Administration that included Commerce-qenerated in- 

formation on the likely domestic impact of proposed actions. As 
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early as February 1982, Commerce had developed .the economic cost 

information that it would continue to use until the controls 

were lifted 10 months later. 

Concerning the very broad export controls imposed on Libya 

on March 12, 1982, Administration policymakers had been informed 

that oil and gas equipment comprised a large share of U.S. ex- 

ports to Libya ($200 million to $300 million out of a total of 

$800 million in U.S. exports) and that one company provided a 

large portion of this equipment. It was also noted that Libya 

imported few items from the United States that were unavailable 

I from other sources and that the reputations of U.S. companies as 

reliable suppliers would be hurt if controls were adopted. 

For the October 28, 1981, controls on light aircraft ex- 

~ ports to Libya, we did not see any evaluation of economic ef- 

fects made prior to their imposition, even though they also had 

been considered by State and Commerce for several months before 

being imposed. 

DIFFICULTIES IN REMOVING 
EXPORT CONTROLS 

With respect to the question of how much economic analysis 

is made as part of the annual controls extension process, we 

found that usually only perfunctory analysis is made and that it 

/ dots not represent a continuing effort to monitor adverse eco- / 
I nomic effects. 

A basic problem in revising or removing foreign policy ex- 

port controls once they are imposed is the need to relate relax- 

ation of controls to some proqress in achieving their initial 
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foreign policy purposes. We found this to be the case in the 

export controls imposed on South Africa in 1978: adverse eco- 

nomic effects were a primary reason for relaxing the controls, 

but opposition to revising them without accompanying progress 

toward their foreign policy objectives dominated the decision- 

making process for several years. ' 

LIMITS ON DATA AVAILABILITY 
TO SUPPORT ANALYSIS 

More thorough analysis and calculation of economic eftects, 

including secondary effects, is likely to be a difficult and 

time-consuming task. Commerce does not presently have some of 

1 the quantitative information needed for assessing economic 

: costs. Data are available for items already subject to con- 

j trols; however, detailed data are not available on exports of 

I noncontrolled items, the extent and location of subcontractors, 

/ and expected future sales. 

For goods and data already controlled, information on prior 

year sales-- broken down into very specific categories--can be 

obtained from Commerce files of license applications. For items 

not subject to any export controls, information can be obtained 

from the Census Bureau's monthly export statistics, but not in 

such specific detail. The December 1981 Soviet oil and gas 

controls provide a good example of this situation. Commerce al- 

ready had a validated license requirement in effect for explora- 

tion and production equipment and data. The new regulations 

embargoed exports in these categories and in the oil and gas 

transmission and refining categories. Commerce analysts said 
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that they had no trouble determining the total 1981 value of 

exports in categories already controlled. However the Census 

Bureau export statistics for transmission and refining items 

were not sufficiently detailed and they had to estimate the 

value of exports that would be suspended by the new regulations. 

Commerce informed us, as it turned out, they now believe the 

value of sales in these categories was underestimated by a con- 

siderable margin. 

Knowledge of upcoming major projects is also important in 

analyzing economic effects. When such information is known, it 

has been added to previous year trade statistics in developing 

economic cost estimates. Companies are not required to submit 

information on expected future sales, however, so it is dif- 

ficult for Commerce analysts to consider this factor. Govern- 

ment knowledqe of such future sales is spotty and is gathered 

~ from ongoing industry contacts, trade publications, and comments I 
sometimes included in license applicatiofis for items already I 

/ controlled. 
I / Another limit in Commerce's information base concerns the 

impact of export controls on subcontractors, since Commerce does 

not require exporters applying for licenses to submit informa- 

tion of this kind. We found no evidence of analyses of the 

/ controls' effecb on secondary suppliers in any of our case 

studies. 

Another very important gap in Commerce's information base 

concerns the foreign availability of items that may be subjected 
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to export controls. Foreiqn availability is important in asses- 

sing the effectiveness of proposed controls in.denyinq exports 

to tarqet countries, the potential for long-term losses of U.S. 

export markets, and the controls' economic impact. Although 

Commerce has been directed by the Export Administration Act to 

establish a capability to monitor and gather information on for- 

eign availability, it has made only minimal proqress in doing 

this. 

Finally, the most difficult of adverse economic effects to 

quantify, and perhaps the most important to long-term U.S. ex- 

port interests, is the impact of controls on the reputations of 

U.S. companies as reliable suppliers and the resulting adverse 

structural changes in trade patterns. 

For Commerce to have all pertinent information on hand for 

use in preparing thorouqh economic analyses on export controls, 

the Government would have to require extensive data submissions 

from business. We do not believe such data collection is desir- 

able or realistic. 

OBSERVATIONS 

As you know, the Export Administration Act of 1979 guides, 

but does not precisely limit, Presidential use of foreiqn policy 

export controls -permitting the President to exercise his judq- 

ment on a case-by-case basis. Changing the Act to try to im- 

prove decision making is possible, but implementation of these 

changes is likely to be extremely difficult and have limited 

benefits. For example, requiring additional data collection and 
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I  economic  ana lyses , a n d  se ttin g  q u i d e p o s ts conce rn ing  th e  to ler -  

a b l e  leve l  o f e conomic  cos ts th a t m igh t b e  incu 'rre d  fo r  p o te n tia l  

fo re iqn  pol icy  b e n e fits is un l ike ly  to  imp rove  dec is ion  m a k i n g  

b e c a u s e  o f cons tra in ts o n  d a ta  co l lec tio n  a n d  analys is  a n d  th e  

p r e d o m i n a n c e  o f fo re ign  pol icy  cons ide ra tio n s . Imp rov ing  th e  

e n d - o f-th e  yea r  economic  ana lyses  m a d e  as  pa r t o f th e  c o n tro ls  

ex tens ion  p rocess  w o u ld  p robab l y  a l so  h a v e  on ly  marg ina l  va lue , 

g i ven  th e  impo r ta n c e  th a t d e m o n s tra te d  p rog ress  in  m e e tin g  for -  

e i q n  pol icy  goa l s  p lays  as  th e  p r imary  jus tifica tio n  fo r  re lax ing  

c o n tro ls . T h e r e  is p o te n tia l  fo r  rev is inq th e  l aw  to  r educe  th e  

b u r d e n  o n  th e  pr iva te  sec to r  th r o u g h  prov is ions  sa fe g u a r d i n g  con -  

/ trac t sanc tity o r  lim itin g  ex tra terr i tor ial  r each . H o w e v e r , such  

I c h a n g e s  add ress  on ly  pa r t o f th e  bas ic  p r o b l e m  o f d a m a g e  to  U .S . 

: c o m p a n i e s ' r e p u ta tio n s  as  re l iab le  supp l ie rs  a n d  th e  resu l tin g  

lonq - te r m  struc tu ra l  c h a n g e s  in  U .S . tra d e  p a tte rns . 
) O the r  poss ib le  c h a n q e s  w o u ld  n o t necessar i l y  c o n trib u te  to  

b e tte r  dec is ion  m a k i n g  as  a  gene ra l  p ropos i tio n ; h o w e v e r , th e s e  

, c h a n q e s  cou ld  r e d u c e  th e  u s e  o f fo re iqn  pol icy  expo r t c o n tro ls  by  

i res trictin g  th e m  o r  m a k i n g  th e m  m o r e  c u m b e r s o m e  to  u s e . Improv -  

i nq  C o m m e r c e 's fo re iqn  avai lab i l i ty assessmen t capab i l i ty a n d  

p roh ib i tin g  th e  u s e  o f c o n tro ls  w h e r e  fo re iqn  avai lab i l i ty exists 

w o u ld , in  e ffec t, g r e a tly r educe  th e  P res iden t's abi l i ty to  u s e  

expo r t c o n tro ls  as  a  fo re ign  pol icy  too l . A n d  requ i r ing  a  pub l i c  

c o m m e n t pe r i od  b e fo re  c o n tro ls  cou ld  b e  i m p o s e d  w o u ld  h a v e  a  sim -  

i lar  e ffec t, b e c a u s e  it is un l ike ly  a  P res iden t w o u ld  w a n t such  a  

dec is ion  m a k i n g  p rocess  c o n d u c te d  publ ic ly.  
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In our view, the key problem with foreiqn policy export con- 

trols is that their economic costs have been more visible than 

their political benefits, yet their foreign policy rationale has 

overridden such cost considerations. By demonstrating th,at the 

Administration did know the essential economic arguments aqainst 

the use of export controls, our review'helps to clarify the de- 

bate on foreign policy controls, in the sense that it refutes the 

premise that the Administration might have acted differently had 

it been aware of the probable economic costs, and it shifts the 

debate back to the usefulness of such foreiqn policy controls. 

If the Congress believes it is desirable for the President to 

have this kind of foreign policy tool, then it may have to rely 

on the judgment of the President to impose controls only where a 

!consensus exists that their foreign policy purposes can be 

'achieved at a reasonable cost. We do not believe that fine 

ituning the Act to require more economic analsis will alter the 

decicion made. On the other hand, if the Conqress believes, as 

hour major tradinq partners do, that unilateral foreign policy 

:export controls are not an appropriate tool to achieve foreign 

jpolicy qoals, then it should eliminate this authority from the 

,Act. 

Mr. Chairman, this concludes my statement. I will be happy 

/to answer any questions you or your Committee may have. 
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